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MACRO-ECONOMIC POLICIES
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T
he macro economic policy framework of fiscal, monetaryq£d
trade policies is critical to the achievement

,

Of the Objecij\,(

,

,'e
of high growth in a milieu of relative price stability and W$,-

tainable balance of payments. It is the effective integratiotif~f
appropriate fiscal, monetary and trade policies that can h~IIftil~~~ -
ment savings and investment efficiently while avoiding uincomfo ,,51e
inflationary pressures and excessive balance of paymer11tsdeficits, n-
fortunately, in Pakistan as well as in many other de;-1eloping coun~~s
this integration has not always been achieved. I12iadequacy of vo'\1t1-
tary savings in the face of many competing Gtemands on them.,~
quite frequently led to excessive credit creatiom with its inflatioi1!#Y
conseguences which in turn has distorted reSiource allocations, g~p-
erated speculation in financial and other assetlmarkets and led to f\Qjh
adverse re-distributive effects and a weake

~

.g of the balanceofilil\r-
men

,

ts, Both growth and eqUl'tyhave suffere

,

,The basI' c respons'llin "n-
ity of macro-economic management, theref re, consists of both"d'e-
mand management in the short run and sup ly expansion in the lW).g

run,Fiscal,monetaryandtradepoliciesh ve to be not o~ a~,

ro-
priate but mutuallyconsistent. ,

" Flsca.lpoID!yl'eITlafruNm'instrumentof.matt!"" po1icy,both in d~~l-
oped and developing countries, Instruments of fiscal poliCY,liket.l&1t-
tion, public expenditure, user charges and borrowing influence1° -
duction and distribution of incomes, Central government expendi ,

to-day average 25 per cent of Gross National Product (GNP) ot e-
veloping countries, Obviously, it's impact on various aspects ofihe
economy such as resource use and financing patterns is considerable.
In developingcountriesfiscalpolicyhasther~fore ex,nergedI¥'an5w-
erful tool for not only regulation of the economy but also for defer-

I miningthelevelanddirectingthepatternofin~eStnfent.. II
1 Oneobviousobjectiveof fiscalpolicyis the need to abjure unsus-
tainable fiscal deficits in view of theirit)flationary arfd baItmce of IF-Y-
ments consequences.

Fiscal policy has also an imp()rtant r()le in proIIl°tipg'Ilot°f!IYfi!:v-
ings in the household and private cqrporatesectOrS'thiough mOOu-
latedtax policies but also ,as anJtlstiument of~prornotingpublic~v-
ings through a well framed tax policy and through adequate resour~es
from the operation of public e!1terprises by levyin,g appropriate tfser
charges, Public financial policies on th,e,spending side can determine
the investmept pattern, 'espeeiafu' in the areas of social overhead .~}P-
ital and thus play an imPOrtant,partj in poverty alleviation and building

I up human capital. The allocation ot public,fulJdsis .not lessimpo(j;ant
j than raisingf\mds.

In Pakistanlarge budgetary deficit(i.e. the excesspf governJ:¥nt
expenditure over ordinary revenues) is currently a serious macro-
JWab1em..D~

,

thU9i1Qs,fiscal,deficit a.ve&:a:g~d»J'2-UU<!;7,p~tent
ross m 'Produc GDP. des ite relIuction' velo nt

, " '. re-

sultedin<Jlushing.up pubJ.icdebt an ~ble lev~.by the .~nd
of 199OS,The escalating burden of public debt over the years not,c,nly
posed Qifficulties for fiscal a<:\iustrnentbut al!;o crowded out p~vate
investment aside from forcing public investment to decline, In the~eur-
rent fiscal year (2002-2003), the gove~en~ hopes ~<.?bring down
the fiscaldeficitto 4.6 per cent of GDP. . 1

It is obvious that Pakistan has to control andreverse the trend of
large fiscal deficits, Experience of a number of developix\g counbies
;withlarge fISCaldefici~ shows that they can lead to a trap whereiJ:}an
upward spiralling Cycleof inflation- deValuation-rising interest

(
'

I

rates-rising wagesand salaries-;:;;-risinginflation.CQ11l~-p.!.m:0:'.1- -
" ductionand investmentand could lead to large.scale capital fliglitlAll. this highlights the importance of a sigriificaitt fiScal adjUStmenfin 'eaIc-

istan involving a miljor'resource Inobilisation effort andext>endifure

control/rationalisation,LIJI~~ures accompanie<i by steps ~ed at-:irn-
II Iprovingtaxadministration, .

Monetary PO~<:¥jIlth~ co~!eXt 'of development ~ <bo~functi~nal



RATESOF GROWTHOFGROSSDOMESTICPRODUCT(GDP),

I,' . MONETARYASSETS(M2)ANDC,ONSUMERPRICES
i IYears Growthrateof Growthrateof Rateof"

I real,GOPat, monetliryassets I,ilcreaseII(

I factor~iIst (M2), ",onsumerptlhes
. 1990-91 5.4 17.4" 12.7 I'

1991-9~ 7,6 26.2. ",10.6,j
1

1

1992-93 2.1 17.8. r ,9.8 '

I 1993-94 ' 4.4 18.1 ' 11.3
1994.95 . 5.1 ,~ 17.2 13.0?([]

f

1

1995-96 6.6 13.8 10.8

I 1996-97 1.7 12.2 11.8
,

'J!l
,

.

1997-98 3.5 14.5 7.8ft I
I 1998-99 4.2 6.2 5.7

1999-2000 3.9 9.4 3.6,]01
2000-01 2.5 9.0 1.1(')11
2001-02 3,6 14.8) ~Iq'

I

Average 4.2 14J 8.81ill:Source:Siale BankofPakistan. ::-To
.

andinstitutionaldimensions.ThefunctionaldimatsionrelatesffiIthe
maintenanceof pricestabilityandavoidanceof imbalancesbetween
monetaryclaimsandrealavailabilities. ' "

A growingeconomyneedsan expandingmoneysupplyowingto
higheroutput,theextensionof themonetisedsectorandtheincr~as-
ing cashbalancerequirementsof the community.As moneysupply

'1~!91l h!ISit'~so~ th.L.ex.lLansionof mone~ ta~<?!jtile centr81bank, the concern wiffiensurllig'the appropful.te egree.
of monetary expansion (Le. without engendering infIa1;ion)tranSlates
itself into a rational allocation of monetary assets in the form of . .
on the government sector and the private sector'3iter taking.
count claims on the foreign sector.

Experience of several countries (including Pakistan) indi;i ~ that
" huge fiscal defici

,

ts have often resulted in un
'

planned an
,

d exc" sive
" monetary expansion and the crowdingout'of Il'\eprivate sector e
J economy.In such situations the room for manoeuvre of the mon~
I authoritiestends to be restricted to 'attempting to offset the unhe~

impact of monetary ecstasy by limiting the secondary expansion of
f Icredit. In Pakistan the close link between monetary expansion ~din-

tlation is eyidentfrom the accompanying table. Jill-
The other area of monetary policy responsibility is with re~ to

the cost of money Le. interest/mark up rates. It is necessary tluiftlliLrk
up/interest rates be positive in real terms as an iristrument for ~
mobilisation. The problem with administered mark up/interesrVates

" (apart from complexityand rigiditythey introduce into the ~m) is
that thes~ are frequently fixed at a level that tends to yield low ~Theg-ative real rates. ;g ,
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"

conteXtis to help build up the financialstructure geograpmca.1iY.-'de
and functionally varied to serve the needs of a growingecono. th
to enhance and mobilise financial savings and to allocate these'.ft\ an
efficient and optimlJ,lmanner..,This calls-tor-an activist promdiUfnal
policy ffiterms o(expanding the coverage of the banking systei:T/)nd

the creation of speci3lised institutions to serve the special neWs of
agriculture, term [fiance for industry, exports small'busiJle$s 'and
housing. The development of money and capital markets wouldW1Uen
the spectrum of financial assets and give both the saver and investor
anenlargedrangeofchoice.' ,~

In view of the balance of payments constraints to growth, dtvel-
oping countries have tended to intervene directly in international trade
and trade related investment.
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~~ po\icies II.- Continued frompage 17
While the rationale and logic of'import substitution

especiallyin countries with an adequate factor endow-
ment and a gr°wiI!Sdomestic market cannot be ques-
tioned,th

,

e manner of its implementation in many coun-

I

'

tries led tp inadequate attention being paid to economy
and efficiency. Import substitution came to be identified
with physical rather than economic import substitution
and in the process led to the emergence of high cost
economy and thus weakening international trade.
5trength of counties. Several developing countries e.g. !
SouthKorea and Taiwan,have on the other hand used'
importsubstitutionin a mannerthat has promotedecon-

j
omy and efficiency and thus established a base for ro-
bust export expansion in the longer fun. Developing;
countries would do well to gradually open up their mar:: '

kets and allow a greater competitive edge to their exports
30 that external viability does not become a victim of
growtheffort. I

In Pakistan, in line with the recent emphasis on liber-I
alisation, de-regulation and greater integration with the I

global economy, the government has reduced the maxi- ,
mum tariff rate from 65 per cent in 1995-96 to 25 per
cent in 2002-03. With this reduction effective from July
2002, only 4 tariff slabs, i.e. 25, 20,10 and 5 per cent r
will prevail. With a view to encouraging diversification
of exports and reducing heavy reliance on the textiles
sector that currently contributes more than 60 per cent
to ~'s total export earnings, the government has I'
announced various incentives for the growth of the non-

L 'traditional.expofts"o,o'Rwse.mmudP rMlIMjOTlin customs
.rduty for the imports of necessary materials for such ey..'

ports and a freight subsidy for the export of new prod-
ucts.
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